Abstract. The growth of foreign direct investments (FDI) in the world has been significant in recent years. Between 1990 and 2000 worldwide FDI inflows increased more than five times, and since 2000 they have declined. During the period of FDI expansion, growth was especially strong from 1997 onward. However, most of the FDI transactions were between the developed countries. The distribution of FDI is unequal and less-developing countries face difficulties in attracting FDI. Despite the fact that FDI is increasingly important to developing countries, over the past few years the share of the developing countries in worldwide FDI inflows has been declining. The paper analyses geographical and sector distribution of FDI in the Southeast European countries (SEEC) and compares its amount with that in Central East European countries. According to economic theory, FDI towards developing countries flows for labor-intensive and low-technology production, while towards developed states, it flows for high-technology production. Identification of determining factors of FDI is a complex problem which depends on several characteristics specific for each country, sectors, and companies. All those factors could be grouped in three broad categories: economic policy of host country, economic performance, and attractiveness of national economy. On the desegregated level, FDI depends on size and growth potential of a national economy, natural resources endowments and quality of workforce, openness to international trade and access to international markets, and quality of physical, financial, and technological infrastructure. An important question is how SEEC can attract more foreign investment. To find the answer, this paper uses data on FDI inflows to SEEC to determine the main host country determinants of FDI and provides regression-based estimation of determinants of FDI. Using a sample of SEEC and panel data techniques, the determinants of FDI in this part of Europe are investigated. The paper researches the relationship between FDI, GDP, GDP per capita, number of inhabitants, trade openness, inflation, external debt, and information and communication technology sectors. For SEEC, FDI inflows are largely dependent on the completion of the privatization process and in this paper we include the level of private sector and privatization as explanatory variables. Our findings suggest that certain variables such as privatization and trade regime, as well as the density of infrastructure, appear to be robust under different Transition Studies Review (2006) 
specifications. A positive significance of the agglomeration factor is also observed, confirming the relevant theoretical propositions. However, certain differential variables, such as the privatization, could not be fully captured due to the statistical homogeneity of the sample.
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It has been argued in the literature (Bosworth and Collins 1999) that the ability to attract international capital can offer large potential benefits for developing countries. First of all, foreign capital can be used to augment domestic savings (which is usually at a low level) and thus enable countries to increase the rates of capital accumulation. Consequently, this should improve longer-term growth prospects and increase wealth of the population, in other words, speed the development process. Access to the international capital market provides the means to finance increased needs for resources in developing countries. Not only is the fresh capital relevant, so are other, more intangible assets as well. Some types of foreign capital inflows, principally foreign direct investment, facilitate the transfer of managerial and technological know-how.
After the fall of the Berlin wall and the Balkan crisis, formerly centrally planned economies underwent a transition process. In economic analyses of that period they have been usually divided into two groups, Central European countries (CEEC) and Southeast European countries (SEEC). The latter are generally less developed, receive less FDI, have weaker relationships with the European Union, and are more lagging in the speed of transition than the former. According to the statistics of the United Nations Conference on Trade and Development, CEECs include nineteen formerly centrally planned economies and cover also our sample of SEEC.
1 In order to fulfill the purpose of this paper, we divide CEEC into two groups: CEEC-8 and SEEC-7, or eight present EU members and seven countries which are very different in political and development terms, economies that will become significant partners in the next enlargement round.
In this paper, we will investigate the main determinants of the FDI inflows to SEEC, with specific interest in answering the question how to increase the investments in those economies. Our research includes the following countries: Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Serbia and Montenegro, and Macedonia. The structure of this paper is the following. In the next section, we introduce the concept of FDI and review the literature on the main determinants of FDI. Then we present trends in the FDI flows in the CEEC-8 and SEEC-7.
